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Abstract
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This report describes cooperative unification activities. It discusses unification as a
means of strategic positioning for cooperatives, given changing industry trends and
conditions, and identifies the implications of unification and potential subsequent
strategies. Highlights of unification activities, most of them among well-known cooper-
atives, are described for the 10-year period, January 1989 - April 1999. Selected
activities are cataloged in the appendix, listed by date, naming the cooperatives
involved with a brief description of what the unification entailed.
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Preface

Unification activities of agricultural cooperatives recently have been making headlines,
largely due to the size of some of the partners involved. Cooperatives of all sizes have
been unifying, but the spotlight has been enhanced by the activity among large region-
al cooperatives. In some cases, merger partners have been other large cooperatives
and in others, smaller local cooperatives were brought into a large regional fold.
Across the nation, smaller cooperatives continue to consolidate in various agricultural
sectors.

Unification often improves.industry strategic positioning and answers the need for
growth, the lifeblood of all businesses. Unification opens opportunities for new strategic
directions: horizontal integration, vertical integration, capacity expansion, scale
economies, synergies and efficiencies, etc.

Cooperative leaders must understand the implications of unification and the impact
that such activity has on their industry and their cooperative position in it. Highlights of
selected major unification activity are provided in this report, covering the last 10
years. The listing is not an exhaustive compilation, but rather views some of the
notable unification activities across the Nation. The listing is summarized as to the
types of unification activity that took place by the cooperatives invoived. The main
source was USDA’s Rural Cooperatives magazine (formerly Farmer Cooperatives). For
more recent (much of 1998 and 1999) unification activities, various news sources were
used.
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Highlights

Unifications (mergers, consolidations, and acquisitions) have changed the agricultural
cooperative landscape. Cooperatives of all sizes and types have been uniting over the
years, but, more recently, large-scale unifications are forging a higher form of structural
change.

The reason for the increased unification activity is not surprising. Cooperatives are
being forced to examine alternative strategic directions for remaining prominent.
External trends and conditions and industry change are dictating that cooperatives
evaluate their organizations regarding their traditional position and functions.
Cooperatives are planning, adjusting, and positioning to meet future organizational
goals. Depending on circumstances and position, cooperatives have three strategic
directions to contemplate: internal change, unification, and ventures and agreements
(strategic alliances). Unification is a difficult path to choose, but many cooperatives
regard it as their best choice.

Cooperatives striving to grow and achieve stronger industry position through unification
are often presented with opportunities to employ other strategies for growth and opera-
tional improvement. Some of the major reasons for, or byproducts of, unification are
vertical integration, horizontal integration, scale economies, capacity expansion, and
synergies and efficiencies.

Unification is also necessary for consolidating fragmented industries. Many coopera-
tives have taken that route to gain new opportunities in such industries to better serve
members. Most commodity and service sectors of agriculture—dairy, farm supply,
grain, livestock, fruit and vegetable, and finance—have seen unification activity. Some
cooperatives are getting larger and larger and covering vast areas. Dairy Farmers of
America is often cited. If the Farmland/Cenex Harvest States consolidation occurs, a
massive regional cooperative will result. Such consolidation and changing industry
structure raise questions:

e how large can cooperatives become on a nationwide basis and still be effective
organizations that are well represented and well governed by member produc-
ers?

e will producer-members be better served, or will the dilution of joined coopera-
tive cultures and the resulting broad governing bodies produce a watered down
level of member-owner control?

o how effective is unification for industries and their participants? Will unification
improve the remaining cooperatives and their member services?

e how will large-scale unifications affect other cooperatives (local and regional)
and various cooperative partnerships (e.g., Land O’Lakes joint feed venture
with Cenex Harvest States and GROWMARK) in this industry or related indus-
tries?

Cooperative leaders must keep abreast of these activities occurring with the wide-

spread unifications and what they mean to their cooperative, industry, industry position,
and service to members.
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High"ghts Statistical tracking by Rural Business-Cooperative Service (RBS) indicates 777 coop-
erative unifications from 1989 through 1997. Of those, 66 percent were mergers or
consolidations and 34 percent were acquisitions.

Fifty-one selected unifications for the 10-year period, January 1989 through April 1999,
are tabulated and cataloged. Most involved dairy cooperatives. Here are some high-
lights:
o Merger forming Dairy Farmers of America (DFA) combining Mid-America
Dairymen, Milk Marketing, Inc. (MMI), Western Cooperative Dairymen, Inc.
(WCDI), and Associated Milk Producers Inc. (AMPI, southern division).

o Formation of Cenex Harvest States from the unification of CENEX and Harvest
States.

¢ Potential merger of Farmland Industries and Cenex Harvest States.

¢ Consolidation of Land O’'Lakes and Countrymark.

e Unification of Land O’Lakes and Dairymen’s Cooperative Creamery.

o Purchase of Gold Kist farm supply operations by Southern States Cooperative.
e Purchase of SF Services by Farmland Industries.

o Purchase of Agripac by Pro-Fac.

o Merger of 21st Century Genetics, Noba, and Genex under the Cooperative
Resources International (CRI) umbrella.

¢ Purchase of a grape subsidiary of Tree Top, Inc., by Welch’s.

Purchase by GROWMARK of the Canadian cooperative, United Co-Operatives
of Ontario.

e Merger of Atlantic Dairy Cooperative with Land O’Lakes (LOL).

o Financial institution mergers involving CoBank, St. Paul Bank, Springfield Farm
Credit Bank, and Springfield Bank for Cooperatives.

o Acquisition of 22 local cooperatives by Riceland Foods.

o Merger of Indiana Farm Bureau Cooperative Association and Countrymark
Cooperative.
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Cooperative Unification: Highlights
From 1989 To Early 1999

James J. Wadsworth
RBS Agricultural Economist

Editor’s note—Dr. Joseph Knapp, then administrator of
USDA’s Farmer Cooperative Service, wrote in 1965: “To
merge—or not to merge. This is the problem confronting a
number of farmer cooperatives today. Times have changed
since many existing farmer cooperatives were formed. We
now have fewer and larger farms, better roads, better means
of communication, and better transportation methods and
equipment. It is possible for a cooperative to serve farmers
effectively over a much wider territory than even a decade
ago. Moreover, larger cooperatives serving larger areas can
provide more extensive services and afford better manage-
ment.”

Introduction

The cooperative community and agricultural
industry it represents have changed considerably in
the 38 years since the late Dr. Knapp viewed them.
Today, unifications remain in the forefront of coopera-
tive restructuring. Large regional cooperatives are cov-
ering wider geographical areas. Traditional marketing
and membership boundaries have fallen by the way-
side under the weight of unifications.

Who would have imagined 38 years after Dr.
Knapp’s observations that Dairy Farmers of America,
Land O’Lakes, Cenex Harvest States, among others,
would be as large and expansive as they are? Indeed,
some of the recent unification activities of large coop-
eratives have redefined the service, governance, and
operational boundaries in ways that once would not
have been feasible for a farmer cooperative. Recent
major unifications have clearly redefined and altered
the scope of agricultural markets in the United States
and the world.

This report, which focuses on unification activi-
ties of cooperatives during the past 10 years, is a fol-

lowup to RBS Service Report 57 (November 1998),
Cooperative Restructuring, 1989-1999, that cataloged
numerous restructuring activities—unifications, joint
ventures, agreements, expansions, contractions,
revampings—of agricultural cooperatives.

Uniﬁcations—mergers, consolidations, and
acquisitions—have gained greater prominence in agri-
cultural news due to the significant involvement of
large, well-known regional cooperatives. They are uni-
fying in what appears to be geographic and/or opera-
tional-type hopscotch patterns. Land O’Lakes, GROW-
MARK, Dairy Farmers of America, Cenex Harvest
States, Farmland Industries, Cooperative Resource
International, Southern States, and others have been
actively involved in considerable unifications.
Similarly, smaller cooperatives are consolidating across
the country, but at a more moderate pace, linking with
partners in nearby or adjacent operational areas.

This report begins by discussing unification as a
means of strategic positioning for cooperatives to
attain goals, given changing industry conditions and
trends. The implications follow—the strategies that
cooperatives use with unification and subsequent
questions and issues that must be continually assessed.
RBS data for cooperatives removed from its mailing
list because of unifications are then provided. The
report summarizes selected unifications of agricultural
cooperatives from January 1989 through April 1999
(cataloged in the appendix).

Unification—Strategic Positioning

Industry conditions often dictate strategic posi-
tioning or restructuring as illustrated in figure 1. Firms
must evaluate their strategic position because of these
factors. The figure shows the emergence of trends and



Figure 1— Industry Dictated Strategic Positioning

Trends and Conditions

Voo

»{ Industry Change

v

Organization, Adjustment, Planning, and Positioning

|

Organizational and System-
Wide goals

—
-

External Conditions

Decision nodes

'

Alternative Strategic Directions
for Goal Accomplishment

Ventures,
Agreements

Internal
Change

conditions that cause an industry to change or consid-
er change. This activity creates situations that require
organizations to adjust, plan, and position themselves
in the changing environment. Depending on the indus-
try and cooperative in question, certain strategic direc-
tions will be more effective than others. They will also
vary by cooperatives as they seek to achieve goals.
Figure 1 shows cooperatives having three direc-
tional choices. They can (1) make internal changes to
improve structure, efficiencies, and operations, (2)
unify with other cooperatives or companies, or (3)
develop marketing agreements, joint ventures, strate-
gic alliances, or other working business relationships
with other cooperatives or companies. This report
focuses on unification activity, often the hardest strate-
gic choice a cooperative can make. Unification alters

cooperative culture, internal and external structure,
governance, asset base, and membership boundaries,
and often involves a drastic change in operations and
overall organizational and governance structure.

While unification creates major changes, it is not
a new concept. Looking over at least the past 10 years,
it is clear that cooperatives have been making unifica-
tion choices for some time. However, more recent
activities have involved larger cooperatives and
expanded the presence of nationwide cooperatives
with broad expanses of membership. These unifica-
tions are intriguing. What do they mean? Why are
some cooperatives making the choice?

Unification implications are many, although var-
ied, depending on the industry and cooperatives
involved. The following section identifies some of the



implications that can be expected from unification.
Some strategic and thought-provoking questions and
issues are also identified.

Strategic Implications

Unification, often conducted to achieve stronger indus-
try position, can provide cooperatives with opportuni-
ties to use new strategies. Figure 2 illustrates coopera-
tive strategic positioning and potential growth
channels that often result from unification. Flowing
from unification are a variety of probable strategies
that come into play. Unification develops a strategic
position that will often propel the surviving coopera-
tive into one or more potential strategy channels: verti-
cal integration; horizontal integration; scale
economies; capacity expansion; and synergies and effi-
ciencies.

Figure 2 signifies that unification can create a sur-
viving cooperative that:

e participates in two or more vertically adjacent
industries (vertical integration);

e expands an existing line of business and
amassing resources or bargaining power to
share market risks by accumulating volume
required to realize scale economies in product
procurement, sales, transportation, and distrib-
ution (horizontal integration and scale
economies);

e substantially increases assets and operational
base resulting in greater capacity and
improved use of resources (capacity expan-
sion); and/or

e collapses specific facets of operations into more
efficiently managed and operated central func-
tions (synergies, efficiencies).

Examples of such strategies during unifications
are prevalent. For instance, the numerous mergers
involving Mid-America Dairymen, subsequently lead-
ing to the formation of Dairy Farmers of America,
brought about horizontal integration, economies of
size/scale, vertical integration involving value-added
products, and more efficient use of capacity produc-
tion. Those, in turn, created significant growth for the
cooperatives involved and formed a cooperative of sig-
nificant size and scope.

In today’s environment, growth is one of the criti-
cal unification goals. Economies of size, more market
prominence, and membership enhancement are all
growth factors that cooperatives strive to achieve.
Vilstrup, Cobia, and Ingalsbe (Cooperatives in
Agriculture, Chapter 20) contend that growth is con-
sidered a sign of a healthy, successful business, point-
ing out that advantages stem from economies of size
and the ability to achieve marketing and bargaining
power, political power, legislative influence, and finan-
cial strength.

The development of large regional cooperative
organizations, however, raises questions regarding
member governance and service:

e How large can cooperatives become on a
nationwide basis and still be effective organiza-
tions that are well represented and well gov-
erned by member owners?

e Will producer members be better served, or
will the dilution of joined cooperative cultures
and the resulting broad governing bodies
water down the level of member-owner con-
trol?

In other words, will cooperative cultures be dilut-
ed as cooperatives grow into larger and more wide-
spread organizations, crossing broad geographic
boundaries? Will the transformed cooperatives have
less member representation and governance? And,
will those mega-cooperatives be stronger and better
able to serve members?

The ongoing and fast structural change in agri-
cultural industries clouds the answer to these ques-
tions. Clearly, some agricultural markets need to be
consolidated for higher member benefits. Some are
fragmented by too many competing organizations,
given the number of producers involved.

Itis often contended that overcoming fragmenta-
tion can be a significant strategic opportunity, and that
once consolidation barriers are overcome, the structure
of an industry can be improved for those that consoli-
date. The structures of agricultural industries in dairy,
farm supply, and cattle, for instance, are changing due
to consolidation. The artificial insemination industry
has seen considerable consolidation. Once an industry
with a large number of stud organizations, it has now
consolidated into four cooperatives and a select num-
ber of private firms. The dairy industry, overall, con-
tinues to see consolidation. Though fragmentation in
that industry still applies in certain areas, Dairy



Figure 2— Strategy Potential of Unification
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Farmers of America and Land O’Lakes, for instance,
continue to gain large-scale prominence. The number
of players in the industry has shrunk.

Consolidations in the farm supply industry also
are prevalent: Land O’'Lakes and Countrymark,
CENEX and Harvest States, and now the prospect of a
unified Farmland and Cenex Harvest States.

Indeed, unification activity among quite a few
cooperatives has been impressive. The changing struc-
ture of certain agricultural industries cannot be
ignored. However, overcoming fragmentation and see-
ing industries consolidate, perhaps toward the “rule of
three” (it asserts that there is only room for two or
three major competitors in an industry sector—the
companies that can supply the volume and service
needed to support demand), invites more questions:

¢ How effective is unification for industries and
their participants? Will they improve along
with the member services of the remaining
cooperatives?

o How will large-scale unifications affect other
cooperatives (local and regional and various

cooperative partnerships (e.g., Land O’Lakes’
joint feed venture with Cenex Harvest States
and GROWMARK ) in this industry or related
industries?

The structural changes taking place will pressure
existing cooperatives with comparatively slight indus-
try involvement or market share. It may force them to
consider unification or other courses of action. The
impact of such pressure must be carefully weighed.
Continuing to serve producer members in the most
efficient and beneficial way, given changing structures,
should be the ultimate goal of all remaining coopera-
tives. So, cooperatives must assess the implications of
unification not only on their market position and rev-
enue-driven business practices, but also on service to
members.

Figure 3 summarizes the potential impacts and
implications of unification. Given significant change
via unification, there are a number of unknowns to
contemplate. What will be the impact on:

e member service and governance,

e other cooperatives and firms,



